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Abstract

In Mogadishu, mineral water manufacturing is considered to be one of the most important businesses. The purpose of this
research was to determine the effects of working capital management on profitability of manufacturing firms in Mogadishu.
The study developed four specific objectives, that is, to determine whether the inventory management has an effect on
working capital management of mineral water manufacturing firms in Mogadishu-Somali, investigate the effect of cash
management on working capital management of mineral water manufacturing firms, to establish whether account receivables
management has an effect on working capital management of mineral water manufacturing firms in Mogadishu-Somali. The
study employed a Descriptive research design. Questionnaires were used to collect primary data. The results reveal that
Inventory Management, Cash Management, Account Receivables Management and Account Payable Management have
significant and positive effects on profitability of manufacturing companies in Mogadishu. The study recommended that top
managers of manufacturing companies in Mogadishu should exploit its Account Receivables Management and Cash
Management that generate competitive advantage to enhance of the organization.

Key words: Profitability, Inventory Management, Cash Management, Accounts Receivable Managament, Accounts Payable
Management

1. Introduction

Manufacturing division in an economy remains one of the most important Sectors for every economic growth of a country. It
develops the economic frame work of countries from simple to more industrious economies. Its productive economic activities are
obtained by technology. This takes about growth prospects in the economies. Manufacturing division today has turned into the
fundamental means for developing countries to take advantage form globalization and extension the income gap with the
industrialized world (Amakom, 2012). Manufacturing sector may be looked global, regional and local perspective. In the west,
mainly, countries under organization for economic co-operation and development (OECD) are practicing a declining development
in the manufacturing division.

There is unemployment and loss of manufacturing output. However, the Manufacturing division continues to control in
technology (O.E.C.D., 2006). Regardless of the decline in manufacturing division in the west, in UK, the division was third major
in 2009 after business services and wholesale/retail in terms of share of UK GDP. Manufacturing division generated one hundred
billion pounds in gross value added. This is corresponding to more than 11% of the UK economy. It employed 2.6 million people,
representing over 8% of total UK employment (BIS, 2010). The manufacturing division in the developed country is large and
contributes a lot to the economic development.

In Pakistan the SME division provides employment up to 78% of the non-agricultural work force, besides this SME division
play important role in boosting many of the macro economic variables in Pakistan’s gloomy economy. SME division adds on 30%
to the gross domestic product (GDP). This sector also has significance impact on the current account of the balance of payment
(BOP) of Pakistan by contributing Rs 140 billion in the shape of exports of different products (Khan, 2013).

In Africa, manufacturing division is equally important. In Namibia, the sector accounts for an average of 10.3% of the GDP
and 8% of the total employment and 34.8% of its exports. In South Africa, the sector accounts for an average of 17.4% of its
GDP, 9% employment and 40% of its total exports (Kung’u, 2015). In Somalia, there are a lot of shareholders who have invested
heavily in manufacturing companies to take advantage of the market opportunities specially in Garowe which attracted a lot
people due to its peace and stability compared to other towns in Somalia, and on the other hand there were no manufacturing
companies in Garowe during the central government of Somalia that collapsed in 1991. Therefore, these stakeholders expected
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such firms to perform to their expected standards. Some firms have so far performed well while others have suffered declined
performance (Hassan, 2017).

The concept of working capital management talk to companies’ managing of their short-term capital and the goal of the
management of working capital is to promote a satisfying liquidity, profitability and shareholders’ value. Working capital
management is the ability to control effectively and efficiently the current assets and current liabilities in a way that provides the
company with maximum return on its assets and minimizes payments for its liabilities. (Makori & Ambrose, 2013). Most popular
measurement of working capital management is cash conversion cycle (CCC) which is the time lag between purchase of raw
materials and the collection of cash from the sale of goods rendered. If the time lag is longer, it means greater investment to
working capital components and this causes greater financing needs. So, interest expenses will be higher which leads to higher
default risk and lower profitability. Use of profitability as an indicator of company performance, there can be a reverse
relationship between Cash Conversion Cycle and company performance (Vural, S6kmen, & Cetenak, 2012).

Working capital management is a simple and straight forward concept of ensuring the ability of the company to fund the
difference between the short-term assets and short-term liabilities. The last objective of any company is to maximize shareholder’s
wealth. And maximizing shareholder’s wealth can be attained by a company maximizing its profit. A company that wishes to
maximize profit must strike a balance between current assets and current liabilities and therefore keeping abreast of the liquidity
and profitability trade-off. Preserving liquidity and profitability of the company is a main objective as increasing profit at the
expense of liquidity can bring serious problems to the company and vice-versa. Working capital management is considered to be a
very important element to analyze the company’s performance while conducting day to day operations. There are chances of
imbalance of current assets and current liability during the life cycle of a company and profitability will be affected if this occurs.
This is why the study of influence of working capital on company’s profitability is drawing scholars’ attention in recent times
(Uchenna, Mary, & Okelue, 2016).

2. Research Problem

Vast majority of companies either maintain excessive or inadequate working capital levels both levels are inappropriate. Too
much working capital means that a firm ties up capital on unproductive assets thus reducing profit maximization. This further
means that the market share of the company is not maximized. However, too little working capital is a threat to the liquidity of a
company. With little working capital a company can easily collapse despite optimal profit levels. Therefore, all types of
businesses must maintain an ideal level of working capital. Assert that a firm that manages its working capital inefficiently has
every possibility that a lot of mayhem will fall on the organization (Nkwankwo & Osho, 2010).

The manufacturing companies in Somalia are said to be struggling to changes although they use working capital procedures
and yet there are certain challenges which cause failure and distraction which have been negative effect on the lives of employees
and the customers which in turn leads to weakness in the profitability of the companies (Sheikh Ali, Ali, & Adan, 2013). The
problem identified by the researchers is better understand these assertions, the study sought to carry out a working capital
management diagnosis in Somalia with the objective of determining the effects of working capital management on profitability of
manufacturing firms in Somalia. Such a diagnosis has not been carried out in Somalia and the outcome of the study forms a basis
of future study on working capital management in manufacturing firms in Mogadishu, Somalia.

3. Objectives of the Study
3.1 General Objective

The main objective of the research was to determine the effects of working capital management on profitability of mineral
water manufacturing firms in Mogadishu, Somalia.

3.2 Specific Objectives

The specific objectives of the study were:
i. To determine whether the inventory Management has an effect on profitability of mineral water manufacturing firms in

Mogadishu-Somali.

ii. To investigate the effect of cash management on profitability of mineral water manufacturing firms in Mogadishu,
Somalia

iii. To establish whether account receivables management has an effect on profitability of mineral water manufacturing
firms in Mogadishu, Somalia

iv. To establish the degree to which accounts payable management influence on profitability of mineral water
manufacturing firms in Mogadishu, Somalia.

4. Research Questions
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This study was guided by the following research questions:
i. How does inventory Management influence profitability of manufacturing firms in Mogadishu-Somali?
ii. How does Cash management effect profitability of manufacturing firms in Mogadishu, Somalia?
iii. What is the effect of account receivables management on the profitability of manufacturing firms in Mogadishu,
Somalia?
iv. What is the effect of accounts payable management on profitability of mineral water manufacturing firms in Mogadishu-
Somali?

5. Justification of the Study

The aim of this study was to determine the effects of working capital management on profitability of manufacturing firms in
Mogadishu. It is expected that the result of this study concerning working capital management in the manufacturing firms
contributes to current knowledge on the performance of the firms. Efficient financial management requires the existence of some
objectives or goals. This is because judgment as to whether or not a financial decision is efficient must be made in light of an
appropriate management of working capital while at the same time sustaining good returns to the shareholders. This study would
greatly benefit financial managers and chief executive officers of manufacturing firms in Mogadishu. By understanding the
relationship between working capital management components and profitability, finance managers would be able to plan their
working capital strategies based on working capital management policies that enhance profitability.

6. Review of Literature
6.1 Theoretical Framework
6.1.1 Risk and Return (Portfolio) Theory

The risk and return theory is one of the most important theories in the field of portfolio management. The risk and return
relationship has received considerable attention from researchers in business, economics and finance (Mukherji, Desai &Wright,
2008). Furthermore, every decision with respect to investment is based on risk and return relationship (Richard, Stewart &
Franklin, 2008). Relating to that, two conflicting attitudes are always associated with the risk. That is, the risk-seeking behavior
and the risk aversion. Risk seekers always prefer choices involving a higher potential loss / or a greater probability of a loss and of
course with a strong notion of over estimating gains. The main focus of risk-seekers is on the opportunities for gain (Tiegen &
Brun, 1997). Conversely, risk-averters are completely opposite of risk seekers, in the sense that they (risk averters) over estimate
losses and underestimate gains. However, in order to integrate the risk and return theory in working capital management, it is
imperative to stress that one of the cardinal decisions in working capital management is the trade-off between liquidity and
profitability. If a firm chooses to be liquid, it should be at the expense of the profit and vice-versa. Any of these two conflicting
decisions may result in either of excess or shortage of the components of working capital and the current assets of a business. The
table below depicts this scenario.

Table 1 Theoretical Relationship between Working Capital Components and Profitability

NO Current Excess Shortage
Assets
1 Cash Excess of cash is considered as Its shortage causes crisis in liquidity which

nonearning and this reduces profitability  results in inability to make payments, disruption
of operations, and ultimately affects profit

2 Receivable Excess is associated with collection Turnover will be low, and so the profitability.
effort costs, risk associated with
defaults and low profit.

3 Inventory  Price decline associated carrying costs, Limited supplies, tends to interrupt production
opportunity cost of funds. These affect Schedules, lower sales as well as profits.
profit adversely.

In the same manner, the risk and return theory which is an important part of the portfolio theory can be associated to working
capital when we look deeply at the ability of a firm or financial manager to determine the collection of assets, or portfolio to be
acquired, since it is impossible to own everything, decisions on what the composition of receivables, inventories, incentives and
stocks face to face the profitability concern are all within the context of risk and return theory.

6.1.2 Agency Theory
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An agency relationship could be defined as one, where one or more persons (being referred to as the principal(s)) engages
another (the agent) to perform some tasks or service on their behalf which has to do with delegating some authority in terms of
decision making (Jensen & Meckling, 1976). In a sum, it is easy to say that an agency relationship has arisen between the parties,
when the first party designated as the Agent is contracted to Acts for, or at least on behalf of, or as a representative for the other,
designated the principal, in a domain of decision problem (Ross, 1973).

Agency theory has been one of the most important theoretical paradigms in finance and accounting during the past years. The
primary features that made agency theory attractive to researchers in the field of finance, economics and accounting is that it
explicitly allows us to incorporate conflict of interest, incentive problems and even the mechanisms for controlling problems
associated with incentives into our models. The information value is a derivative of better decisions as well as higher profits
which result from its use (Jensen & Meckling, 1976).

The relevance of agency theory to working capital management could be viewed from the perspective of financial manager,
who in most cases is an agent of the owners (principals) of a firm, and who takes all the important decisions regarding all the
short-term assets and liabilities of a business. He takes charge of decisions regarding receivables, payables, inventories /stock and
liabilities of a firm. However, by extending this to stakeholder relevance, as highlighted earlier, the interdependent association of
firm and various stakeholders, the creditors for instance, provides source of finance to the firm and in exchange expects repayment
of their loans on schedule. The stockholders supply the firm’s capital and in return expects a maximized risk-adjusted return from
their investment. Employees and manager help firms with required skills, time, as well as human capital requirements in exchange
they anticipate good working condition, fair income and remunerations. Customers provide the source of revenue to the firms and
in exchange expect to have value for money and satisfactory services. Suppliers are input providers to the firm, and hence expect
fair prices and dependable buyers. Stakeholders normally differ with respect to their stake size in firms. The level of individual's
stake depends on the extent of his exchange of relationship and commitments with the firm which is based on specific asset
investments.

6.2 Conceptual Framework

The following conceptual frame work was developed to show the relationship between the independent variables and the
dependent variable under the study. The independent variables for the study include: Local government Provision of Health care
services, Local government Provision of Education, Local government Community Planning and Local government budgeting
whereas the dependent variable is Community Development.

Inventory Management

v

Cash Management

A 4

Profitability
Accounts Receivable
Management >
Accounts Payables Management
Independent Variables Dependent Variable

Figure 1 Conceptual Framework
6.3 Discussion of Variables
6.3.1 Inventory Management
Inventory is the stock purchased with the purpose of resale in order to gain a profit. It represents the largest cost to a

manufacturing firm. For a manufacturing firm, inventory consists of between 20% and 30% of the total investment (Gartcia —
Terual & Martinez — Solano, 2007). Inventory should therefore be managed well in order to facilitate the firm’s operations. There
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are three main types of inventories namely; raw materials, work in progress and finished goods. However, (Hopp & Spearman,
2000) classify inventory into raw materials, work in progress, finished goods and spare parts. Raw materials are the stocks that
have been purchased and will be used in the process of manufacture while work in progress represents partially finished goods.
Finished goods on the other hand, represent those items of stock that are ready to be monetized (Nkwankwo & Osho, 2010).

6.3.1.1 Inventory Level

In the management of inventory, the firm is always faced with the problem of meeting two conflicting needs: - maintaining a
large size of inventory for efficient and smooth production and sales operations and maintaining a minimum level of inventory so
as to maximize profitability (Pandey, 2008). Both excessive and inadequate inventories are not desirable. The dangers of
excessive inventories are that stockholding costs are too high and as a result the firm’s profitability is reduced. According to Ikram
Mohammad, Khalid & Zaheer (2011) managers can create value for shareholders by means of decreasing inventory levels.
However, maintaining inadequate level of inventory is also dangerous because ordering costs are too high. It may also lead to
stock out costs. (Saleemi, 1993) asserts that there are advantages of maintaining an ideal level of inventory. This includes
economies of scale to be gained through quantity and trade discounts, less risks of deterioration and obsolescence, and reduced
cost of insurance among others. A study carried out by Mathuva (2010) on the influence of working capital management
components on corporate profitability found that there exist a highly significant positive relationship between the period taken to
convert inventories into sales and profitability. This meant that firms maintained sufficiently high inventory levels which reduced
costs of possible interruptions in the production process and loss of business due to scarcity of products.

Nyabwanga et al., (2012) found that small scale enterprises often prepare inventory budgets and reviewed their inventory
levels. These results were in agreement with the findings of Kwame (2007) which established that majority of businesses review
their inventory levels and prepare inventory budgets. These findings had already been stressed by Lazaridis & Tryponidis (2006)
that enhancing the management of inventory enables businesses to avoid tying up excess capital in idle stock at the expense of
profitable ventures. Nyabwanga et al., (2012) assert that good performance is positively related to efficiency inventory
management.

6.3.1.2 Inventory Control System

A firm needs a control system to effectively manage its inventory (Pandey, 2008). There are several control systems in practice
that range from simple to very complicated systems. A firm must ensure that the system it adopts must be the most efficient and
effective (Pandey, 2008). Argues that small firms may opt to adopt simple two bin systems and the very large firms may choose to
adopt very complicated systems such as ABC inventory control systems or Just in Time (JIT) systems. A study carried out by
Grablowsky (2005) found that only large firms had established sound inventory control systems for determining inventory re-
order and stock levels. The firms used quantitative techniques such as EOQ and Linear Programming to provide additional
information for decision making. Small firms on the other hand used management judgment without quantitative back up.

Managing and optimizing inventory levels are tedious tasks which require balancing between sales and tied-up capital. In case
the inventory levels are too low, the company might miss out on sales when demand arises or might not be able to deliver goods
on time. On the other hand, too much inventory ties up capital that can be used elsewhere more effectively. The trend has been to
lower inventory levels over the past decades (Brealey & Myers, 1996).

6.3.1.3 Economic Order Quantity Model of Inventory Management

This model is an inventory control model and is based on minimization of costs, between stock holding and stock ordering. It
requires the determination of economic order quantity (EOQ) which is the ordering quantity at which stock holding costs are equal
to stock ordering costs (Saleemi, 1993). It suggests that the optimal inventory size is the point at which stock ordering costs are
equal to the stock holding costs. The optimal inventory size is also known as economic order quantity (EOQ). This model helps an
organization to put in place an effective stock management system to ensure reliable sales forecasts to be used in ordering
purposes (Atrill, 2006). In order to ensure applicability of the EOQ model several assumptions must be taken into consideration.
First, the usage of stored product is assumed to be steady. Second, ordering costs are assumed to be constant, i.e. the same amount
has to be paid for any order size. Finally, the carrying costs of inventory which are composed of cost of storage, handling and
insurance are assumed to be constant per unit of inventory, per unit of time. The EOQ model therefore merely takes variable costs
into consideration, although it can easily be extended so as to include fixed costs (Ross et al., 2008).

6.3.2 Cash Management
Cash management is the process of planning and controlling cash flows into and out of business, cash flows within the

business, and cash balances held by a business at a point in time (Pandey, 2008). Naser, Nuseibel and Al-Hadeya (2013) see cash
management as the process of ensuring that enough cash is available to meet the running expenses of a business and aims at
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reducing the cost of holding cash. Efficient cash management involves the determination of the optimal cash to hold by
considering the trade-off between the opportunity cost of holding too much cash and the trading cost of holding too little cash
(Ross et al., 2008). Atrill (2006) asserts that there is a need for careful planning and monitoring of cash flows over time so as to
determine the optimal cash to hold.

A study by Kwame (2007) established that the setting up of a cash balance policy ensures prudent cash budgeting and
investment of surplus cash. These findings agreed with the findings of Kotut (2003) who established that cash budgeting is useful
in planning for shortage and surplus of cash and has an effect on the financial performance of the firms. Ross et al (2008) assert
that reducing the time cash is tied up in the operating cycle improves a business’s profitability and market value. This further
supports the significance of efficient cash management practices in improving business performance. Nyabwanga et al., (2012) in
their study on effects of working capital management practices on financial performance found that small scale enterprises
financial performance was positively related to efficiency of cash management.

6.3.3 Accounts Receivables Management

Accounts receivables also called debtors arise from sales on credit (Horne & Wachowicz, 2000). Accordingly, a company
accrues accounts receivables when it sells its goods on credit. Depending on the payment terms, the company might receive cash
in weeks or even months. Almazari (2013) conducted a study on the relationship between the working capital management
(WCM) and the firms’ profitability for the Saudi cement manufacturing companies. The sample included 8 Saudi cement
manufacturing companies listed in the Saudi Stock Exchange for the period of 5 years from 2008-2012. Pearson Bivariate
correlation and regression analysis were used. In that study, it was found that, there is a significant negative correlation between
Accounts Receivable Period and Gross Operating Profit.

A firm grants trade credit to protect its sales from the competitors and to attract the potential customers to buy its products at
favorable terms. When the firm sells its products or services and does not receive cash for it immediately, the firm is said to have
granted trade credit to customers. Trade credit thus creates account receivable which the firm is expected to collect in the near
future. The level of receivables arising out of credit is thus influenced by either a conservative, moderate or an aggressive policy
of the working capital management a firm adopts Ross et al (2004) Receivables constitute a substantial portion of current assets of
several firms. Copeland, Weston & Shastri (2005) note that as substantial amounts are tied-up in trade debtors, it needs careful
analysis and proper working capital management policy for a firm to achieve its financial objective and goals.

Accounts receivable as a component of cash flow has a direct effect on the profitability of a business. Cash flow management
refers to the management of movement of funds into and out of a business and involves the management of accounts payable,
accounts receivables, inventory as well as the cash flow planning (Joshi, 2000). Accounts receivable management is a dynamic
financial management process and its effectiveness is directly correlated with a firm’s ability to realize its mission, goals and
objectives (Kilonzo, Dr. Memba, & Dr. Njeru, 2016).

6.3.3.1 Credit Policy

Business enterprises today use trade credit as a prominent strategy in the area of marketing and financial management. Thus,
credit is necessary in the growth of businesses. When a firm sells its products or services and does not receive cash for it, the firm
is said to have granted trade credit to its customers. Trade credit, thus, creates accounts receivables which the firm is expected to
collect in future. Kalunda, Nduku and Kabiru (2012) state that trade credit is created where a supplier offers terms that allow a
buyer to delay payments. Accounts receivables are executed by generating an invoice which is delivered to the customer, who in
turn must pay within the agreed terms. The accounts receivables are one of the largest assets of a business enterprise comprising
approximately 15% to 20% of the total assets of a typical manufacturing firm (Dunn, 2013). Investment in receivables takes a big
chunk of organization’s assets. These assets are highly vulnerable to bad debts and losses. It is therefore necessary to manage
accounts receivables appropriately.

To remain profitable, businesses must ensure proper management of their receivables (Foulks, 2005). The management of
receivables is a practical problem. Businesses can find their liquidity under considerable strain if the levels of their accounts
receivables are not properly regulated. Thus, management of accounts receivables is important, for without it; receivables will
build up to excessive levels leading to declining cash flows. Poor management of receivables definitely results into bad debts
which lowers the business’ profitability (Filbeck & Krueger, 2005).

6.3.3.2 Credit Standards

Pandey (2008) states that credit standards are the criteria used by a firm to decide on the type of customers to whom goods
could be sold on credit. If the firm’s credit standards are too strict, the volume of credit sales will be too low but the firm will have
little collectable debts. Before extending credit, the firm probably wishes to investigate the credit worthiness of the customer. This
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investigation may simply focus on the firm’s customer’s credit history with the firm or may include contacting various credit
reporting agencies, checking the customer’s bank and other suppliers of credit and examining the customer’s financial statements
and operations. The financial statements analysis requires the use of financial ratios, particularly those reflecting the firm’s
liquidity position.

6.3.3.3 Collection Efforts

This refers to the procedure followed by a firm in an attempt to pursue the customers who do not pay on the due dates. It may
involve reminding the debtor through a politely worded letter, a strongly worded letter, sending a representative and eventually
contemplating a legal action or writing off the debt altogether (Dunn, 2013). Collection efforts may involve reminding the debtor
by sending a demand note to inform him of the amount due. If no response is received, progressive steps using tighter measures
are taken (Pandey, 2008). These other measures include sending a polite letter to the customer and if no response, the customer is
contacted through telephone or through visiting him or her and as last resort taking legal measures (Kakuru, 2001).

Use of litigation against a customer who fails to meet his obligation is a collection effort geared to collect a debt that is already
bad. A creditor takes this direction when there is a major break down in the repayment agreement resulting in undue delays in
collection in which it appears that legal action may be required to effect collection (Kakuru, 2001). This collection effort arises
when the creditor’s relationship with the debtor has become soar. Finally, the debt may be written off. The debt is written off
when the creditor feels that the debt is uncollectable. If a debt is deemed to be bad and the company has lost it, it is better to write
it off from the books of accounts to give a true and fair view of the company’s financial position (Kakuru, 2001). A collection
effort is a control process. It ensures that trade debts are recovered early enough before they become un-collectable and therefore a
loss to the organization (Saleemi, 1993).

6.3.4 Accounts Payable Management

Community Budgets are a means to create new ways of delivering local public services. “A Community Budget enables local
public service providers to come together and agree how services can be better delivered, how the money to fund them should be
managed and how they will organize themselves.” They are about pooling local public sector funding streams and working out
what this might mean, and what opportunities this might provide. For good and bad, they offer the possibility of, and opportunity
for, local public sector service delivery to go back to the drawing board. Community Budgets are a means to radically review
current local public service delivery and reprioritize the use of resources. This is the kind of process that is all too familiar to every
area. Although the various Community Budget initiatives are being rolled out formally in certain areas, they are beginning to
shape the future of local public service delivery and partnership working in areas not formally involved. Community Budgets are
seen, as an important means to change public services so that they better reflect the proposed five principles of Open Public
Service Delivery (choice, decentralization, diversity of provider, fairness, accountability) (Harkins & Craig, 2015).

Community Budgets are being seen as a powerful tool to cope with cuts and even improve public services. It’s a tool that
appeals both to those seeking to maintain and to those seeking to radically alter the local worlds of public service delivery
(including the power structures, working relationships, means of accountability and governance, funding streams, and priorities, as
well as the impact of public services). Community budgeting is most effective when used in conjunction with other community
engagement processes and that overall confidence in community budgeting can only be increased by decision-making processes
which are followed up by the delivery of high quality projects. Community budgeting improves the transparency and quality of
information available to service providers and communities, thereby enabling them to meet local priorities more effectively (Novy
& Leubolt, 2016).

6.3.5 Profitability

Profitability is the ability for an organization to make profit from its activities. Agha (2014) defines profitability as the ability
of a company to earn profit. Profit is determined by deducting expenses from the revenue incurred in generating that revenue.
Profitability is therefore measured by incomes and expenses. Income is the revenues generated from activities of a business
enterprise. The higher the profit figure the better it seen as the business is earning more money on capital invested. For a
manufacturing firm, revenues are generated from sales of products produced. Expenses are the costs of the resources used up and
consumed in the manufacturing process together with other selling and administrative expenses. Drucker (1999) asserts that for a
business enterprise to continue running, it must make profits. However, a business can’t shut down its doors simply because it has
made a loss in a single financial year but when the firm makes losses continuously in consecutive years this jeopardizes the
viability of that business (Dunn, 2013).

The amount of profit can be a good measure of performance of a company. So, profit is used as a measure of financial
performance of a company as well as a promise for the company to remain a going concern in the world of business (Agha, 2014).
The profitability position of the manufacturing firms was analyzed using return on assets (ROA). Return on assets indicates how
profitable a business is relative to its assets and gives how well the business is able to use its assets to generate earnings
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calculated. Nyabwanga et al., (2013) assert that return on assets must be positive and the standard figure for return on assets is
10% - 12%. The higher the ROA the better because the business is earning more money on the capital invested.

Working capital management plays an important role in improving profitability of firms. Firms can achieve optimal
management of working capital by making tradeoff between profitability and liquidity (Makori & Ambrose, 2013). There is
always a tradeoff between liquidity and profitability. When one gains, the other one ordinarily means giving up some of the other
(Saleem & Rehman, 2011). Proper working capital management ensures that the company increases its profitability. Effective
working capital management is very important due to its significant effect on profitability of company and thus the existence of a
company in the market (Agha, 2014).

7. Research Methodology

The study adopted the descriptive survey design. The descriptive research approach is a basic research method that examines
the situation, as it exists in its current state. Descriptive research involves identification of attributes of a particular phenomenon
based on an observational basis, or the exploration of correlation between two or more phenomena (Williams, 2007). The
justification for this method is that it is expected to assist the impact of working capital management on the profitability of mineral
water manufacturing companies in Mogadishu. Furthermore, as the research design goes beyond description of the phenomena
based on an observational basis, or the exploration of correlation between two or more phenomena.

The target population for this study will be at two levels. The first target population will be at institutional level where the
study targets 15 licensed mineral water companies in Somalia. The second level of target population will be senior management
employees of the 105 mineral water companies operating in Somalia. The main reason for choosing senior management
employees is because they are responsible for performance of their respective banks and have higher level of appreciation on
how Working Capital Management on Profitability of Mineral Water Manufacturing Firms. They are also responsible for
managing profitability of their units through the departmental budgets and action plans.

Simple random sampling was adopted to select the sample mineral water companies in Somalia. A sampling technique is the
name or other identification of the specific process by which the entities of the sample have been selected. Sampling technique
plays an important part in determining the size of the sample (Kothari, 2014). Slovin’s formula was used to obtain a sample of 51
mineral water companies.

A regression model was applied to determine the effects of each of the variables with respect to profitability. Regression is
concerned with describing and evaluating the relationship between a given variable and one or more other variables. More
specifically, regression is an attempt to explain movements in a variable by reference to movements in one or more other
variables.

Y = Bot BrX1 + BoXo + PaXs + BaXy + €
Where

Y= Profitability

X1= Inventory Management

X,= Cash Management

X3= Accounts Receivables Management

X4= Accounts Payables Management

Bo = Constant Term

B to B4 = Beta coefficients

e = error term

8. Research Findings and Data analysis
8.1 Descriptive Results
The descriptive statistics were examined for both the dependent and independent variables using the frequency distributions,
means and standard deviations. All the respondents were subjected to the same type of questions which were measured on an
ordinal scale and calibrated on a five-point categorical scale whereby 1 represented strongly disagree, 2= disagree, 3 = neutral, 4 =
agree and 5 = strongly agree.
8.1.1 Inventory Management

The study sought to examine if the firm implements fully Inventory Management and it is effect on performance In

Manufacturing companies in Mogadishu Somalia, table 2 summarizes respondents’ level of agreement on Inventory Management
affects profitability. The respondents strongly agreed that the firm has a defined level of inventories for raw Materials. As reported
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by a mean of 1.18. The respondents also strongly agreed that the firm keeps accurate inventory records. As shown by mean of
1.27. The respondents also strongly agreed the firm reviews inventory levels periodically. As reported by a mean of 1.27. The
respondents also agreed that the firm sometimes run “out of stock™ for some goods, as shown mean of 1.57. The respondents also
agreed the firm has determined optimal batch sizes. As reported by a mean of 1.41.

Table 2 Descriptive Statistics on Inventory Management

N Mean Std.

Deviation
The firm has a defined level of inventories for raw Materials 48 1.18 434
The firm keeps accurate inventory records 48 1.27 451
The firm reviews inventory levels periodically 48 1.27 451
We sometimes run “out of stock™ for some goods. 48 1.57 .806
The firm has determined optimal batch sizes 48 1.41 572

Valid N (listwise)

8.1.2 Cash Management

The study sought to examine if the firm implements fully Cash Management and it is effect on performance in manufacturing
companies in Mogadishu Somalia, table 3 summarizes respondents' level of agreement on Cash Management affects profitability.
The respondents strongly agreed that it is important to keep records of cash management. As reported by a mean of 1.35. The
respondents also strongly agreed that they know how much money comes into the Business. As shown by mean of 1.22. The
respondents also disagreed that the general accounting and bookkeeping department completely separate from the cash receipts
and cash disbursement function. As reported by a mean of 2.61. The respondents also agreed that the general accounting and
bookkeeping department separate from the sales, purchasing, and operational departments, as shown mean of 1.22. The
respondents also strongly agreed The Company’s expenses and costs under budgeted control. As reported by a mean of 1.45.

Table 3 Descriptive Statistics on Cash Management

N Mean Std.
Deviation

It is important to keep records of cash management 48 1.35 559

I know how much money comes into the Business. 48 1.22 .507

The general accounting and bookkeeping department completely 48 2.61 1.150
separate from the cash receipts and cash disbursement function

The general accounting and bookkeeping department separate from the 48 1.22 415
sales, purchasing, and operational departments

The company’s expenses and costs under budgeted control 48 1.45 .879

Valid N (listwise)
8.1.3 Account Receivables Management

The study sought to determine the importance of Account Receivables Management and its feedback of performance in
manufacturing companies in Mogadishu, Somalia. Table 4 summarizes respondents' level of agreement on Account Receivables
Management affects firm performance. The respondents agreed the company accounts receivables processes are influenced by
written manuals, obtaining a mean of 1.59. The respondents also agreed that Management’s attitude toward accounts receivables
reporting is very aggressive, obtaining a mean of 1.49. The respondents also agreed a company should have an aged accounts
receivable report to help in the management of accounts receivables, obtaining a mean of 1.31. The respondents also agreed that
the company has a collection period for debts, as shown mean of 1.69. The respondents also agreed the company has an evaluation
system for customer’s credit worthiness, obtaining a mean of 1.49.
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Table 4 Descriptive Statistics on Account Receivables Management

N Mean Std.
Deviation

The company accounts receivables processes are influenced by written 48 1.59 .898
manuals

Management’s attitude toward accounts receivables reporting is very 48 1.49 .703
aggressive.

A company should have an aged accounts receivable report to help in 48 1.31 469
the management of accounts receivables

the company has a collection period for debts 48 1.69 .678

the company has an evaluation system for customer’s credit worthiness 48 1.49 505

Valid N (listwise)
8.1.4 Account Payable Management

The study sought to determine the importance of Account Payable Management and its feedback of performance in
manufacturing companies in Mogadishu, Somalia. Table 5 summarizes respondents' level of agreement on Account Payable
Management affects firm performance. The respondents strongly agreed that the payment period allowed by your suppliers to
your firm is reasonable, obtaining a mean of 1.49. The respondents also disagreed that the firm is sometimes unable to pay its
suppliers on time, obtaining a mean of 2.84. The respondents also strongly agreed the firm receives credit facilities from its
suppliers, obtaining a mean of 1.48. The respondents also agreed that the firm’s past debts have ever been waived by its suppliers,
as shown mean of 1.55. The respondents also agreed the firm receives cash discounts from its suppliers upon payment within a
stipulated period of time, obtaining a mean of 1.78.

Table 5 Descriptive Statistics on Account Payable Management

N Mean Std.

Deviation

The payment period allowed by your suppliers to your firm is 48 1.49 0.612
reasonable '

The firm is sometimes unable to pay its suppliers on time 48 2.84 0571
The firm receives credit facilities from its suppliers 48 1.48 0.398
The firm’s past debts have ever been waived by its suppliers 48 1.55
The firm receives cash discounts from its suppliers upon payment 48 1.78 0.715

within a stipulated period of time
Valid N (listwise)

8.1.5 Profitability

A number of questions were asked to determine the importance of Working Capital Management on Profitability of Mineral
Water Manufacturing Firms in Mogadishu Somalia. Table 6 summarizes respondents' level of agreement. The respondents
strongly agreed that Accounts receivables affect the profit of the company, as shown mean of 1.29. The respondents also
disagreed that holding a lot of inventory for a long period has no effect the firm’s profitability, as shown mean of 3.65. The
respondents also disagreed there is a positive relationship between liquidity and profitability, as shown mean of 3.06. The
respondents also agreed Ideal cash can reduce the profitability of the company, as shown mean of 3.20.

Table 6 Descriptive Statistics on Profitability

N Mean Std.
Deviation
Accounts receivables affect the profit of the company 48 1.29 502
Holding a lot of inventory for a long period has no effect the firm’s 48 3.65 .796
profitability
There is a positive relationship between liquidity and profitability 48 3.06 1.066
Ideal cash can reduce the profitability of the company 48 3.20 1.114

Valid N (listwise)
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8.2 Inferential Statistics
8.2.1 Coefficient of Correlation

Pearson Bivariate correlation coefficient was used to compute the correlation between the dependent variable (and the
independent variables. According to Sekaran (2003), this relationship is assumed to be linear and the correlation coefficient ranges
from -1.0 (perfect negative correlation) to +1.0 (perfect positive relationship). The correlation coefficient was calculated to
determine the strength of the relationship between dependent and independent variables (Kothari & Garg, 2014).

From table 7, the results generally indicate that independent variables (Inventory Management, Cash Management, Account
Receivables Management and Account Payable Management) were found to have positive significant correlations on profitability
at 5% level of significance. The results imply that Inventory Management, Cash Management, Account Receivables Management
and Account Payable Management significantly influenced profitability in Manufacturing Company in Mogadishu Somalia.

Table 7 Pearson Correlation

Profitability  Inventory Cash Accounts Accounts
Management ~ Management  Receivable Payables
Management Management
Pearson 1 852" 898" 851" 880"
Correlation
Sig. (2-tailed) .000 .000 .000 .000
N 48 48 48 48 48

**_ Correlation is significant at the 0.01 level (2-tailed).

The correlation analysis further indicated that there was no perfect relationship among the independent variables. This fulfills
the Gauss Markov assumption which states that there should be no perfect relationship between the independent variables. This
therefore indicates that the estimates of the predictors (B and Beta) in the regression analysis are good estimators and the
independent variables can be used to predict the values of the dependent variable.

8.2.3 Coefficient of Determination (R?)
To assess the research model, a confirmatory factors analysis was conducted. The goodness of fit results is as displayed below
in Table 8. The regression model provided an R square value of 0.878. This implies that the predictors used in this model can

explain 87.8% in variation of dependent variable.

Table 8 Coefficient of Determination Model Summary (R?)

Model R R Square Adjusted R Square Std. Error of the Estimate
1 .937° 878 .867 . 42707
a. Predictors: (Constant), Inventory Management, Cash Management, Account Receivables Management, Account Payable
Management

The multiple linear regressions gave a multiple correlation coefficient of 0.937 which indicates that the relationship between
the four independent variables cumulatively on the dependent variable is strong and positively correlated. The multiple linear
regressions also gave a coefficient of determination of 0.878 indicating that the three variables contributed to 87.8% of the
variance in the dependent variable.

8.4 Regression Analysis
8.4.1 Analysis of Variance (ANOVA)

The study used ANOVA to establish the significance of the regression model. In testing the statistical significance of the
relationship between the dependent variable and independent variables, the statistical significance was considered significant if p-
value was less or equal to 0.05. ANOVA is used to determine whether there are any statistically significant relationship between
the dependent variable and independent variables. From the ANOVA test the study produced F-test P value of 0.000 (sig, 0.000)
which is less than 0.05 level of significance.

From the ANOVA table 9, it is clear that the overall standard multiple regression model (the model involving constant,
Inventory Management, Cash Management Account Receivables Management and  Account Payable Management) is
significant in predicting how Inventory Management, Cash Management Account Receivables Management and  Account
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Payable Management determine profitability of manufacturing companies in Mogadishu Somalia. The regression model
achieves a degree of fit as reflected by an R? of 0.878 (F = 81.011; P = 0.000 < 0.05).

Table 9 Analysis of Variance (ANOVA)

Model Sum of Squares df Mean Square F Sig.
1 Regression 59.101 4 14.775 81.011 .000
Residual 8.207 43 .182
Total 67.309 47

b. Dependent Variable: Profitability

c. Predictors: (Constant), Inventory Management, Cash Management, Account Receivables Management, Account Payable
Management

8.4.2 Multiple Regression Analysis

The researcher conducted a multiple regression analysis as shown in Table 10 so as to determine the relationship between
Profitability and the four variables investigated in this study.

Table 10 Multiple Regression Coefficient

Standardized
Unstandardized Coefficients  Coefficients

Model B Std. Error Beta t Sig.
(Constant) 316 .168 1.888 .066
Inventory Management 299 147 .259 2.026 .049
Cash Management .032 124 .032 257 .039
Account Receivables 337 170 .300 1.989 .043

Management
Account Payable Management 458 151 445 3.028 .004

a. Dependent Variable: Profitability

Table 10 presents the regression results on how Inventory Management, Cash Management Account Receivables Management
and Account Payable Management determine profitability of manufacturing companies in Mogadishu Somalia. The predictive
model provide by the research findings is as expressed below:

Y =0.316 + 0.299X; + 0.032X; + 0.337X3+ 0.458X,+ e

There was positive and significant effect of Inventory Management and profitability (B = 0.259; t = 2.026; p < 0.05). There
was positive and significant effects Cash Management and profitability (B = 0.032; t = 0.257; p < 0.05). There was positive and
significant effect of Account Receivables Management and profitability (B = 0.300; t = 1.989; p > 0.05). As same as there was
positive relation Account Payable Managements and profitability in manufacturing company in Mogadishu Somalia (f = 0.445; t
=3.028; p > 0.05).

9. Conclusion

Based on the findings of this study, the following conclusions were drawn. The results reveal that Inventory Management,
Cash Management, Account Receivables Management and Account Payable Management have significant and positive effects on
profitability of manufacturing companies in Mogadishu.
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